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I. Reasons for an ad-hoc survey on the likely effects of

completing the Internal Market

Deriving full success from the creation of a European
Community home market depends largely on the reactions of
companies to the challenge inherent in it. What are their
expectations? Do they fear it will mean a loss in market
share and lower profit margins, and will this put them on
the defensive? Or, as is hoped, do they rather see the EC
internal market as an opportunity to exploit by a positive,
forward-looking strategy - implying more investment, more
cooperation between businesses, changes in the product mix,

increased competitiveness etc.?

To answer these and related questions, a direct approach to
companies seemed to offer a promising and reliable way of
learning about the attitudes and expectations they are
focusing on the completion of the internal market. To carry
this out, Commission departments organized large-scale
surveys in all member countries. The large number of
replies (more than 11.000) and the reputation and
experience of the survey institutions involved guarantee
the statistical quality and representativeness of the
survey.l) The national results by sector have been weighted
by the relevant share in net production so as to establish

EUR aggregates.2)

At the same time, the survey's results need to be viewed
circumspectly. They are only one element, albeit an

important one, to be factored into the establishment of



public policy priorities. Thus, companies in formulating
their responses, may not have all the relevant information.
In addition, responses may reflect mainly micro-economic
considerations, without taking full account of the

potential changes in the broader, macro-economic context.

With these caveats in mind, it is nevertheless essential
for economic policy managers to know the expectations,
hopes and fears which companies associate with the European
market integration. In the end these attitudes and expect-
ations - even if not always well founded - largely
determine companies' decisions concerning investment,
research, product strategy, etc., and for that reason are

to some extent "self-fulfilling".

The company survey is one of several studies contributing
to a Community project which analyses in detail the
potential consequences of the completion of the internal
market in 1992 ("EUROPE 1992", due to appear shortly).

1) Institutions in charge of the national surveys:

B : Banque National de Belgique

DK : Danmarks Statistik

D : Ifo-Institut

GR : IEIR, Institute for Economic Research

E ¢ Ministerio de Energia y Industria

F : Insee

IRL : CII and ESRI, Confederation of Irish Industries and
Economic and Social Research Institute

1 : ISCO

L : Personal Interviews by consultancy company WILLIS

NL : NIPO

P : Statistical Office

2) For the applied weithting system see annex (I); the
annex also contains the survey results broken down by
size class, export share and industrial branch.



II. Summary and conclusions

The majority of European companies believe that in a
genuine European market the opportunities for themselves
and also for their country outweigh the risks. (Own firm:
56 % think opportunities will be greater, 7 % risks
greater; 37 % no change/don't know. Country: 49 % opportu-
nities greater, 13 % risks greater, 38 % no change/don't
know). The completion of the common market would thus con-
stitute a challenge to be exploited. This is reflected in
the positive expectations of growth in sales volume (+5 %)
and the pronounced upward revision of investment plans,
particularly in smaller and medium-sized companies. The
planned investment increase, for both rationalization and
product innovation, is a very positive signal coming from
the survey as it indicates a broadly-based pattern of more
dynamic growth in the economy, ie. not just focusing on
productivity increases but on the creation of additional
jobs. Of course, companies may somewhat overestimate their
opportunities in the large internal market. On the other
hand, according to experience with monthly business surveys
companies are usually likely to underestimate possible
sales increases. For that reason the forecast should be
taken as it stands. A closer look at the consistency of
companies' expectations at the micro level showed very

satisfactory results.



If one takes the expected 2 % or so decrease in the com-
pany's unit costs, equivalent to about 3 1/4 % of value
added, as an indication of the productivity increase, the
addional employment effect of completing the internal
market could be about 2 % spread over an adjustment

period. These total estimates, it should be stressed, refer

to manufacturing industry only.

It is up to macroeconomic policy to set the framework for
adjustment in the expected phase of dynamic growth, which
will result in significant gains for both consumers and
producers in all member countries. The generally positive
outcome does not mean that some companies will not lose
out, but these cases will be in the overwhelming minority.
Moreover, the many winners and the relatively few losers
are not concentrated in particular branches or member

countries but seem to be spread over Community as a whole.



III. Review of some main findings

A) Perceived importance of internal market barriers

(see tables 1*, 2*.3* and graphs 1-3)

Given the variety of forms that market barriers and
their effects may assume, and the difficulty of finding
a single "objective" indicator of their importance, the
survey approach seems particularly valuable in this

area.

It has to be stressed, however, that the perception of
barriers by the companies may contain a subjective
component, depending on different levels of aspiration.
Thus it may well be that in some cases in which, consid-
ered objectively, the barrier is already relatively low,
companies nevertheless expect even more progress and
therefore feel the removal of the remaining obstacles in

this area to be particularly important.

In nearly all member countries the following two
barriers are regarded as by far the most important
hindrance to be removed: differences in national
standards and administrative barriers (particularly
excessive customs formalities). There are some
exceptions, eg. in Greece where liberalization of
capital markets and in Italy, where public procurement

are ranked second on the priority scale (see table 1%*).

A breakdown of survey results by industrial branch shows
that the companies' perceptions vary in some cases
considerably across member countries and sectors (see
table 2%).



(@oueixodii Jo Jopa0 BuTutpTOoSp) 8 03 1 :Syuex JO sbuey ,ipaacuea aq 03
J9TaXeq STY3I ISPTSUCO NOK Op Juerxodut MOH, : uoTissnb &yl O3 siamsue Y3 UO Paseq ae SyUeY (e

S 9 L S 9 9 8 9 4 9 € s/v L me1 ATunuwo) (g
Jax T

S L 9 9 14 S S 8/L S 4 L 9 v Te3Tded ut SUOTIDTIISSY (L
Jrodsuexy

L/9 S S v S 8 4 S € S/v 9/s s/ S wbreaz jo suoryernbay (9

L/9 8 8 8 L L 9 € L S/¥ 9/¢ L 8 JIVA UT seouaIa3ITd (G
S3ISCO pue

€ € Zz Z € € € v Zz £ v € € sfetsp J9TIUOII TeOTSAUd (¥

1 rA 1 1 T 1 1 4 1 1 z (4 1 SISTATR] SATIRIISTUTUDY (€

8 4 € L 8 4 L 8/L 8 8 8 8 9 FusweIMooad QUAMIBA0D (T
suot3eTnbax

z T v € z 4 rA T 9 L 1 T Zz pue spiepuels TeuoTieN (T

1 unE n d IN 1 I I d | ¥ a X1 d Arsnput Te30L

(sjyued) Auaqunod saquaw Aq sdatadeq
19)JeW |RUJDIUL JO ddueldodwl paALasdad (s T oTTo0%L



(8 01 | :9jUBA JO 3buey) ,iPSAOWRU 9Y U} U9LJABY 5LU} JIPLSUOD NOA Op JURIAUUWL MUK, :UUL}SINL DY)} UO SJdMsSUE 9|3 UO paseq

ade sjyuey(e

Alear = 1

ajuead = 4§

wopbuty pajtun = XN

Aueunasn jo oLiqnday |esdpaf = (

A3 Lunuwo) ueadouany = jn3
19)4P}{ |RU4IIU] BY] 40 uoL13|dwod 3Y3 uo ASAUNS D0y pe-)3 :8J4N0S
99 9¢ ¥ S¢L (L 989 S§S 9 9¢ 8§ ( ¢l €v ¢ 12 22 1 €9 v8 8 P11 11 ¢ viol
9- ¢Vv ¥ G- (L L}SG- 9§ 9 vy- 29 § €Ev 62 2 ¢- 11 1 £€- 88 8 I- #¢ ¢ $33N3Spoo
vPL G2 9 €6 6§ 6.8 9L 8 L9 (L9 ! 2t vy ¢ IT 22 1 9¢v 1¢ ¥ G2 €1 2521300/ u93uLbus *sioaud
96 6- 8 €8 -- vty €- 9 Y9 9- 9 11 v- ¢ ¢t 2- 1 9¢( 2- (L L2 1- ¢ s3onpoad Jaqqny
. €2 9 29 vv v |L9 VY L 8¢ 9§ 8 96 9¢ ¢ EvY vv ¢ ve 1¢ 2 11T 21 1| -dinba juodsuedy 4sy3Q
8¢ 9¢ ¢ vy sv 129 vL L 12 26 ¢ 96 L9 9 €e 1¢ ¢ 59 88 8 2T €1 1 S3|ILYaA 4030
6 9¢ § €L v.L 9.8 98 8 9¢ L9 [ €9 SV ¢ vy €2 ¢ ¢c¢ 1§ ¢ 11 271 1| bursssurbus eo1u323|3
Y9 v- (L 2T 9- 1 ]1¢% v- S 2L §- 8 1€ v- ¥ v¢ 2- ¢ €t 1- ¢ GG € - 9 Iba-ooud eiep pue 331310
96 L¢ ¥ vVe 9v s LV S8 L 89 89 8 €L G € 22 ¢¢ 2 SL.L €L 9 1T T 1 1) butusauibus pestueyssy
S¥ S€ ¥ €S 99 9199 ¥¢v 8 ve Lt S 2t €6 ¢ 1¢ ¢¢ ¢ €L v9 (L ITT 11 1 s3onpoud |e38K
2 - €- 2 vy-2- v jv- -- 96 G- -- U IT-1-1 €- 1- ¢ -- - 8 y1 -- 9 SaJqLy [eLoLiliay
€9 9¢ ¢ 28 LS L |L2Z ¥ ¥ 86 8¢V 8 S €V ¢ 9¢ 2¢ 2 1L 9§99 9 1T 11T 1 Sjpestwayy
§S 69 § 29 L L 9 19¢ bE ¥ Ll 99 ( ye¢ €v ¢ It ¢¢ ¢ €8 68 8 21T 11 1] °poud [eaautw -33u-uoN
Sy L2 ¥ €9 9¢ 9 |2 £t ¢ L9 29 [ 1L vS € ¢s ¢1 1 V1 6L 8 93¢ Itv ¢ Sielay
g€ €- 8 92 9- 9 L1 L - € ST -- ¥ €1 6- ¢ 11T 2- 1 ¢ - L= 1 vy- v- g s3onpoud |10
9L £€¢ § 9 99 9 |1¢€8 v ¢t Le LG L 16 2¢ ¢ y1 52 ¢ ¢y 8¢ 8 €¢ 11 1 soljyseid
LS vtv (L vy9 v€ 9 |8, €9 8 seg €1 ¢ €1 ¢¢ 1 ¢t 12 ¢ 16 94 ¥ 9¢ 9 S 43yjea
SS €% (L y¥ 69 9 (L2 €2 ¢ 2€ 9§ ¢ I1T 1€ 2 12 21 1 €9 ¥L. 8 91 ¢¢ ¢ Buijurad ‘aaded
S9 vb ¥ v8 L9 9 |L2 S22 § 91 9/ 8 1€ ¢€¢ 1 16 ¢1 2 €L L8 L ¢y 16 ¢ aJdniLudnj pue pooM
8L G¢ L ¢t 99 v |LS €9 § 91 vv ¢ 2¢ ¢¢ ¢ 12 11 1 ¥8 8. 8 S9 [S 9 buLyzop> pue ueamiooy
98 €¢ g €9 ¥6 € (82 ¢€v 9 vy s¢ ¢ ¢t ¢2¢ ¢ 11T 11 1 SL 99 [ LS €6 8 9LIxal

Iddnagun3d {143 adnajI dAnagynd I 430 a d¥nd I 40 @ yn3 1 430 @ yn3 I 430 0 ¥n3 I 430 Q0 ¥n3
me A3Lunwwo) jo s3adaew ‘e nbau Xe} sajes *239 “sAe|ap sdalduaeq Judwaunsoad - |nba4 pue
uotjejuawo |duf teztdes j40dsueaj pue 1yA 4313U04 4 *Jd3sLuLwpy JUBUUASAOY sp4epuels

(sjued) youeaq Aq sJalddeq

193U [PU4SJUL JO ddURIUOAWL PIALIIIAG :(x2 3100l



For example, in the majority of sectors restrictions on
open competition for government procurement are regarded
as less important:; this barrier ranks first, however, in

the following member countries and branches: in the

United Kingdom for office and data processing quipment,
electrical engineering, other transportation equipment
(like planes, ships, etc.) and precision engineering and
optics, in France for production and preliminary
processing of metal and in Italy in the chemical
industry and - somewhat surprisingly - in the leather
and leather goods industry. In Germany by contrast,
there is no single industrial branch which regards
restrictions on public procurement as the main barrier
to be removed in connection with completing the internal

market.

Large firms are as a rule more seriously concerned than
small firms by standards and regulations, government
procurement restrictions and differences in value added
tax and excise duties. However, the reverse is true of
frontier costs and the implementation of Community law,
which small and medium-sized firms find more onerous

than large firms (see graph 1).

Harmonization of standards and technical regulations is
generally of top priority in investment goods branches
and also primary goods industries; it is of less
importance in the majority of consumer goods branches
where administrative barriers and frontier delays etc.
constitute today the main obstacles in intra- Community

trade (see graph 3).



Graph 1: Perceived importance of internal
market barriers in European industry
by company size class; total industrv at Community Tevel
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Graph 2: importance of barriers by country
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Access to Community markets

(Optional question; only answers for Denmark, Ireland,
Netherlands and United Kingdom; see table 3*)

The extent of residual market barriers in the EC is
reflected in the large proportion of companies (38 %)
which state that there is no difference between access
to markets within the Community and access to other
industrial markets. Indeed, as many as one-tenth of
companies consider that Community markets are even more
difficult to enter than other industrial markets. In
particular companies which take an active interest in
exporting within the Community but have so far had only
modest or mediocre success (EUR-export ratio of between
11 and 30 %) do not consider the Community market to be
easier to enter than other industrial markets. Only
companies whose share of exports to other member
countries is more than 30 % of total sales and those
companies which have production plants or sales offices
in other member countries consider access to the
Community market to be easier, as might be expected. As
a rule access to Community markets is considered to be
much less of a problem in the case of consumer goods and
intermediate goods than in the case of investment goods
(e.g. other means of transport, electrical engineering).
Exceptions to this rule are two investment goods sectors
for which the Community market already seems to be
significantly more open today than other industrial
markets (cars, and office and data processing machin-

ery).
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B) Effects on costs of the removal of barriers
(see table 4*)

In all the member countries, the majority of companies

interviewed expect a 2 % reduction in unit costs for the

company's typical or average product if all barriers are
removed. According to the wording of the question this
expected decrease in costs mainly constitutes the
"static effect"” i.e. the direct cost consequences of
removing the barriers. The deferred cost effects linked
to a thorough restructuring of the companies and to
exploiting the economies of scale and scope are not
fully covered by this estimation. It must also be re-
membered that the cost saving is expressed has a per-
centage of total costs; at the aggregate level - as a
percentage of total value added - the net saving effect
amounts to about 3 1/4 %.

The quantitative estimate of the cost effect resulting

from the completion of the internal market is based on
the answers of companies in five member countries only
(Germany, Spain, Ireland, Netherlands and United King-
dom). Of these countries the most pronounced cost saving
is expected in Spain (3 %), mainly because of the expec-
tation of lower costs and greater availability of impor-
ted material. The differences between industrial branch-
es in their expectations of cost saving are not very
pronounced, with the saving expected in almost all cases
around 2 %. Only the foootwear and clothing industry
shows a somewhat bigger difference: as a Community
average the expected cost saving is here only about 1 %,
mainly because the potential for further cost-cutting is
relatively modest in the United Kingdom, the Netherlands
and Spain.
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In addition to the quantitative estimates of possible
cost reduction, which is based on the answers of compa-
nies in the six countries concerned, qualitative assess-—
ment of these effects is available for all twelve member
countries. Taking the average for the countries where no
quantitative estimate has been made, the cost saving
seems to be somewhat more pronounced than the average
for the other six member countries (unweighted net
balance: -66 compared with -58, and weighted net balance
-41 compared with -33; based on data of table 4%*).
Though it is difficult to quantify qualitative answers
this result suggests that the cost saving effect in the
EC industry as a whole may be slightly higher than 2 §%.

Reasons for expected cost reduction (see table 4* lower

part)

The reduction in cost will - in the industrialists' view

- be mainly due to lower distribution costs, lower costs

of imported materials and higher productivity in the

production process. Insurance, marketing and banking

costs are regarded as significant, but as lesser sources
of saving. An exception to this average is again Greece
where lower banking costs are at the top of the list. In
Luxembourg, Spain und Ireland, the expected lower bank-
ing costs also rank higher than on average for the Com-
munity as a whole. In Spain and Portugal the lower cost
of imported materials is regarded as the single most im-
portant reason for the expected cost reduction.

This factor is particularly predominant amongst the
great majority of Spanish companies geared to the

domestic (Spanish) market. For the - relatively few -
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companies with a high export share, lower banking costs

are regarded as even more important than lower costs of

imported materials.

In Spain - as in Portugal - companies face the parallel
process of gradual tariff reduction during the coming
years and the planned completion of the internal market
in 1992. The effects of these two developments cannot
always be completely disentangled and may partly explain
the above-average potential for cost reductions in Spain
and - according to the gualitative answers - also in

Portugal.

Effects on sales volume (see table 5* and graphs 4 and
5 A/B/C)

For the large majority of companies interviewed, home
sales would remain unchanged if a genuine internal mark-
et were established and all barriers were removed.

There are some exceptions: a balance of 20 % of French
companies - particularly in the consumer goods indus-
tries - and as many as one quarter of Greek companies
expect a decrease in sales volume on their domestic
market share. To a lesser extent an adverse effect on
domestic sales is also expected in Belgium, Denmark,
Ireland and Portugal. But even in those member countries
where companies expect no change in their sales volume,
this implies a decrease in market share since the

overall market size will increase.
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Total industry B DK D GR E F IRL 1 L NL P UK EUR 12
Home sales
. increase substantially 0 0 2 1 11 0 2 6 0 12 5 0 3
. increase somewhat 15 8 15 10 26 8 12 21 10 25 20 6 15
. no change/dont know 63 81 75 54 46 64 68 64 90 54 48 81 a8
. decrease somewhat 20 10 7 6 1 27 14 1 0 4 23 12 11
. decrease significantly 2 1 1 29 6 1 4 8 I 0 5 4 1 3
Net balance a) -7 -3 +9 | -24 | +20 | -20 | -4 | +18 | +10 +28 -2 -7 +4
Net balance b) -5 -2 +5 -26 +13 -11 -3 +8 45 +18 -1 -4 +2
{
Exports to EUR countries !
. increase significantly 13 11 14 4 35 7 16 25 . 10 37 17 9 17
. increase somewhat 74 49 50 51 22 50 55 43 70 52 48 69 50
. no change/dont know 13 39 35 43 40 34 28 30 20 11 35 22 30
. decrease somewhat 0 1 1 0 2 9 1 0 0 0 0 2
. decrease significantly 0 0 0 2 1 0 0 0 0 0 0 1
Net balance a) +87 +59 +63 +53 +54 +48 | +70 +66 +80 +89 +65 +78 +64
Net balance b) +50 +35 +39 +28 +44 +28 | +43 +45 +45 +65 +41 +44 +40
Exports to Non-EUR countries
. increase significantly 3 0 6 5 17 1 1 9 10 8 3 0 6
. Increase somewhat 30 12 22 18 23 16 8 27 30 15 22 13 2n
. no change/dort know 67 86 71 75 57 76 82 62 60 74 71 86 72
. decrease somewhat 0 2 1 0 2 7 9 1 0 3 4 1 2
. decrease significantly 0 0 0 2 1 0 0 1 0 0 0 0 0
’L -
Net balance a) +33 +10 +27 +21 +37 | +10 0 +34 +40 +20 +21 +12 +24
Net balance b) +18 +5 +17 +12 +27 +6 +1 +21 +25 +14 +12 + 6 +15
Total sales to all markets
. increase significantly 5 6 4 3 22 1 7 13 [/ 11 12 3 7
. increase somewhat 76 44 54 37 19 42 1 57 59 70 39 49 68 52
. no change/doflt know 19 47 38 45 52 47 1 27 24 30 50 29 26 36
. decrease somewhat 0 2 3 4 3 40 8 1 ] 8 3 4
. decrease significantly 0 1 1 11 4 0 1 3 (<] 2 0 1
Net Balance a) +81 +47 +54 +25 | +34 433 | +55 +68 | +70 +40 451 +68 +54
Net Balance b) +43 +26 +29 +9 +26 +17 | +31 +39 +35 +31 +31 +A +30
Quantitative total effect (in %) +7 +6 +5 +1 +9 +3 [ +7 +7 +5 +7 +7 +5 +5

Net balance a) = Difference of %shares of companies expecting
a sales increase (+) and those expecting a decrease (-)

Net balance b) = Weighted difference of %shares of companies expecting a sales
increase (significant +1;

somewhat +0,5) and a decrease
(significant -1; somewhat -0,5)



- 19 -

In all countries it is, however, expected that exports

to other Community-countries - and also, but to a
significantly lesser extent, to non-Community-countries

- will increase.

On balance in all member countries the positive effects

will predominate. In the opinion of companies, the
growth in total sales volume could be around 5 %. The
expected increase in sales volume ranges from 1 % in
Greece to 9 % in Spain. In addition to Spain, Belgium,
Ireland, Italy, Netherlands and Portugal (7 % each) are
also in the upper half of the ranges. At the lower end
of the range are France (3 %) as well as Greece (1 %).
With regard to France it must be said that the rather
competitive French agro industry (food, drinks), and
also one big car producer, were not included in the
survey, and this may go some way towards explaining the

less positive overall sales effect.

In view of the expected cost reduction effect of about
2 % this increase of 5 % seems relatively high. It must
be remembered, however, that the question on sales
expectations was formulated so as to include not only
the immediate effects due to the removal of barriers but
also the deferred dynamic effects in the course of the
adjustment process. As a rule the domestic market share
is expected to decrease. The effect of this on sales
volume will be more than offset by a more rapidly grow-
ing domestic market and, particularly, more exports to
member countries as well as, to a significantly lesser
degree, to non-Community-countries. This estimate seems
consistent though the fact that companies may be some-
what overestimating their opportunities in the large

internal market cannot be ruled out.
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araph 4: EXPECTED CHANGE IN SALES VOLUME
BY DIFFERENT UNIT COSTS

Germany; results of micro analysis
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In order to further verify the consistency of the
companies' answers the institutes were asked to check
the relationship between expected cost saving and the
expected change in total sales volume on the basis of
micro data. Graph 4 (Germany) shows typical results of
this analysis as reported by the institutes involved in
the survey at a meeting in early December 1987. The
relationship between lower costs and changes in sales
volume is as one would expect: the more a firm is able
to reduce its unit costs, the greater the increase in
turnover which it expects. Firms which estimate the
reduction in costs to be under 2 % predict a below-
average increase in turnover of about 4 %; firms which
predict cost reductions of between 2 and 5 % expect
turnover to increase by a little over 7 %; cost savings
of between 6 and 10 % are expected to give rise to a

12 % increase in turnover, and a cost reduction of more
than 10 % could lead to an increase in turnover of
around 15 %. Firms anticipating no reduction in costs,
however, expect only a small increase (3 %). Turnover
could decline (-1 %) for those firms expecting higher

unit costs in the future.

This result of the micro-analysis underlines the con-
sistency of the companies' answers. However, in spite of
the significant correlation between the expected reduc-
tion in costs and the increase sales volume (correlation
coefficient of about 60 % in Germany and Ireland), there
are obviously many other factors influencing sales vol-
ume expectations (e.g. quality and attractiveness of
products, market situation, dynamics of final demand
etc.). This is demonstrated in graph 5 B, which shows
that, in some cases, above-average cost reductions are

associated with below-average sales increases (e.g.
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Graph 5 : Expected reduction in costs per unit and expected
increase in sales volume (in %)

Part A) By member country
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Increase in sales volume in %
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Increase in sales volume in %

Graph5 : Expected reduction in costs per unit and expected
increase in sales volume (in %)
Part B) By industrial branch
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Graph 5 : Expected reduction in unit costs per

unit and expected increase in sales volume

Part C) By company size-class (number of
persons employed)
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TOTAL

21000 ———— ¢ ®

1 2 3 4 5 6 7 8 9 10 9




- 25 -

man-made fibres: expected cost reduction -3 %; expected

total increase in sales volume +3 %).

Obviously the companies are not just linking their sales
expectations with possible cost-saving effects which
increase price competitiveness. Beyond the economies of
scale and scope - prevalent notions for the macro-eco-
nomist - there is a dynamic of demand associated with
the learning process of consumers and enterprises which
is released or accelerated when barriers are removed.
This effect should be particularly pronounced in new
fields of technology such as telecommunication.

In theoretical terms this means that the whole demand
curve may be shifted to the right when barriers are
removed. This effect is demonstrated diagramatically in
graph 6 (upper part), which shows that the possible gain
for the consumer from the removal of barriers
(associated with a price decrease from pl to p2) is not
only equivalent to the area of the triangle BDE but in

addition also to the larger area ACD.

But the removal of barriers could also help to break up
saturated markets with new products and new product
application which is demonstrated diagrammatically in

graph 6, lower part.

Although it is almost impossible to quantify these effe-
cts of a genuine internal market on demand and supply
dynamics, this point is obviously of strategic
importance for companies; according to various comments
made by companies on the questionnaire, it was an
important factor for them when formulating their sales

expectations.
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Graph 6: Possible dynamic effects on demand and supply
side thanks to removal of barriers to a genuine
internal market (Diagrammatic presentation)
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Source: Alexis Jacquemin (upper graph: Internal Commission paper;
lower graph: THE NEW INDUSTRIAL ORGANIZATION, The MIT Press 1986).
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E) Reason for the expected increase in total sales

(see table 6%)

The main reason which companies gave for the expected

sales increase is the ability to enter new regional

markets. Also, improvements in price competitiveness and

even more non-price-competitiveness (e.g. changes in the

product range, delivery times, etc.) were regarded as
important sources of faster growth. Portuguese in-

dustrialists in particular believe in generally more

rapidly growing product markets as a result of the com-

pletion of the internal market by 1992.

Some more general conclusions can be drawn from the

micro data on sales expectations:

- Companies which already have export experience are
generally more optimistic about their opportunities on
the true internal market than companies geared

exclusively or predominantly to the domestic market.

The Irish case is a typical example and is therefore

presented in addition to the European average:

EUR export share Expected increase

in total sales volume

EUR Ireland
less than 10 % 5 % 3,6 %
11-30 % 6 % 3,9 %
31 % and over 6 3% 9,5 %

Total industry 5 % 6,5 %
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- Larger companies geared to the domestic market gene-
rally expect increased competition and hence only
modest increase or even decrease in sales volume. In
smaller companies this trend is obviously less
pronounced since these companies expect to find niches
where price competition is less severe. Spanish
companies are in the main an exception to this general
trend: they expect to benefit from lower prices and
greater availability of imported raw materials and
intermediate products which, they hope, will improve

their competitiveness on the domestic market.

- Particularly in countries which already have a very
open economy, such as Belgium (whose export share of
industrial output is 65 %), relatively more companies
expect growth stimuli from more competitive price and
non-price conditions, than from new (regional)
markets. In this case company strategy seems to be to
increase penetration in existing export markets rather

than to extend business to aditional reginal markets.

F) Opportunities and risks of the genuine European market

(see table 7* and graphs 7 and 8)

Having taken into account all possible negative and
positive effects of a completely open common market, by
far the majority of companies interviewed say the op-

portunities are greater than the risks. In most member

countries there is a tendency for firms to regard their

own opportunities as better than those for the country
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Graph 7: Opportunities and risks of the internal market

Own company

(%Zshare of company responses)

Belgium Denmark

REORATS
R0 5]
BRSO 0

Germany Greece

] Chances much [0 Chancessomewhat B3 Chances and risks
higher than risks higher than risks about the same

B Risks somewhat B Risks much higher Don't know / blank
higher than chances than chances




- 32 -

Graph 7 continued

Ireland

Netherlands Portugal
United Kingdom EUR 12

Tl

[0 Chances much [0 Chances somewhat B3 Chances and risks
higher than risks higher than risks about the same

Bl Risks somewhat

M Risks much higher Don't know / blank
higher than chances than chances




- 33 -
Graph 8: Opportunities and risks of the internal market
Economy as a whole
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Graph 8 continued
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(particularly pronounced in Greece); only in the

Netherlands and in Belgium is it the other way around.

Greece is the only member country where it is considered
that the risks for the economy as a whole will outweigh
the opportunities: these fears predominate among the
larger firms with more than 500 employees. But in Greece
industrial companies also on balance expect that they
themselves will derive advantages from a genuine common
market. Favourable expectations of "Europe 1992"

- equally for the respondents' own firm and for the eco-
nomy as a whole - are expressed most frequently by Bel-
gian companies. Industrial firms in Ireland, Italy,
Luxembourg and the United Kingdom were also more opti-
mistic than the average in assessing the effects of a
large common market in Europe on their own company. The
favourable reception of the new Europe initiative is by
no means confined to the large companies (over 1000
employees). Medium-sized companies (200-999 employees),
are even somewhat more numerous than large companies in
their expectations of favourable effects on their own

business.

Among the smaller firms (less than 50 employees) there
is a larger proportion of respondents (as might be ex-
pected) who are as yet unable to make definite state-
ments on the probable effects of the genuine common

market on their business; but here too, favourable ex-

pectations on the whole plainly predominate.

The larger a company's export share already is today,
the more optimistic it is in assessing its own prospects
(coefficient* +42 for an export share of over 30 %,

coefficient* +38 for an export share of between 11 %

*) The coefficient is derived from the difference
between the weighted proportions of positive ans-
wers (opportunities substantially higher: 1; some-
what higher: 0,5) and negative answers (risks sub-
stantially higher -1; somewhat higher: -0,5).
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and 30 %, and coefficient* +26 for an export share of
under 10 %). This result raises the hope that even those
firms which have so far confined themselves entirely or
at least predominantly to the domestic market will be
helped to cross national barriers by the freedom to move
in a large European market. Companies which already have
production plants or sales offices in other member coun-
tries are also more optimistic in assessing the effects
of a real common market on themselves than companies
which concentrate on the domestic market (coefficient¥*
+42 compared with +28). Hence this belies the fear that
firms which today already have a presence in other mem-
ber countries in the form of their own production plants
or sales offices have nothing more to gain from a ge-

nuine common market.

There are usually no great differences between branches
in the answers to the question about the probable over-
all effect of the common market on the respondent's own
firm. But the following branches are more optimistic in
their expectations than the average for industry as a
whole: leather industry (coefficient* +44), textiles
(+43), precision engine¢ering and optics (+43 ),
plastics industry (+41 ), office and data processing
equipment (+41 ), electrical engineering (+41 ). In
contrast, for the Community as a whole, assessments of
the favourable effects on companies are less optimistic
than the industrial average in the following branches:
production of synthetic fibres (coefficient* +18),
rubber products (+21) and other means of transport

(1like ships, airplanes etc; coefficient* +23).
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G) Company strategy and access to Community markets
(see table 8%)

(Optional question; only answers for Greece, Spain,
Luxembourg, Ireland, the Netherlands and the United
Kingdom)

In order to meet the requirements of a completely open

common market measures to improve productivity rank

first but they are almost matched by the share of firms

regarding cooperation agreements with companies in other

member countries to be necessary: this share is almost

equal in all size classes. Besides that, more investment

will have to be made in research and development and in

widening the product range. The large companies see

deficiencies in these two areas to a significantly les-
ser extent than the small and medium sized companies. A

need to speed up investment at home in order to meet the

challenge of completing the large internal market is
also seen, particularly by the small and medium sized
companies; it is mainly the larger firms which plan to
increase investment in other member countries.

Companies which have so far had no production plants or
sales offices in other Community member countries will
in the future also invest less in equipment and buil-
dings abroad than those companies which today already
have production or sales links in the Community area. In
order to meet the challenge of the genuine European
market the main line of strategy of the first group of
companies will be to strengthen the domestic production
unit by measures to improve productivity and by physical
investment in the home country. Companies with

production and sales activities in other Community mem-
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ber countries plan to increase their European base more
by direct investment (particularly British companies)
and generally by more cooperation agreements with com-

panies in other Community countries.

More cooperation agreements with other European compa-
nies are planned particularly in the footwear and cloth-
ing industry, mechanical engineering, in the production
and preliminary processing of metals and the manufacture
of non-metallic mineral products. Investment in other
member countries seems to be a common strategy, particu-
larly in processing of plastics, and also mechanical
engineering and the manufacture of rubber products.

An increase in the product range is planned in the ma-
jority of branches, particularly in the food and drink
industry, textile industry, mechanical and electrical
engineering, production of metal articles and also man-
made fibres.

Greater specialization combined with a reduction of the
product range seems to be a strategy favoured particu-
larly in the footwear and clothes industry, timber and
wooden furniture industries and the manufacture of of-
fice and data processing machinery as well as precision

engineering, optics and the like.
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Annex

I. Weighting scheme
(Weights based on net productien; 1980 = 100)

Branches B DK D GR 3 F IRL 1 L NL 4 UK EUR 12
1 Textile industry 3,34 0,76 14,74 4,24 8,79 15,58 0,79 34,71 0,07 1,50 5,08 10,41 100
2 Footwear and clothing

industry 1,99 0,87 16,63 1,89 12,03 14,53 0,74 35,55 0,04 1,56 1,76 12,42 | 100
3 Timber and wooden furniture

industries 3,95 1,68 24,52 0,87 9,46 11,34 0,53 32,32 0,02 2,67 2,00 10,64 | 100

4 Manufacture of paper and
paper products; printing 2,76 2,12 26,74 0,93 7,01 14,23 0,88 16,48 0,08 5,80 1,17 21,80 | 100
and publishing

5 Leather and leather goods 1,33 0,56 15,17 0,79 12,38 12,29 0,64 44,63 - 1,35 1,90 8,96 { 100

industry
6 Processing of plastics 2,86 1,30 32,34 1,09 4,58 16,39 0,75 20,47 0,41 2,73 1,63 15,55 | 100
7 Mineral oil refining 1,85 0,98 18,85 4,19 11,62 23,55 0,20 14,92 - 3,36 3,45 17,03 | 100
8 Production and preliminary

processing of metals 5,27 0,19 25,01 2,13 12,34 18,79 0,13 20,62 1,60 2,56 1,30 10,06 | 100
9 Manufacture of non-metallic

mineral products 3,09 1,18 19,08 1,92 11,42 24,18 1,20 22,48 0,16 2,48 - 12,82 | 100
10 Chemical industry 4,38 1,13 23,99 0,96 9,08 20,34 1,27 16,68 0,04 4,33 1,40 16,41 | 100
11 Man-made fibres industry 2,45 - 13,42 - 25,57 7,32 6,13 19,14 0,24 8,47 5,08 12,18 | 100
12 Manufacture of metal

articles 2,38 1,08 28,05 0,76 9,16 24,33 0,55 16,09 0,08 3,01 0,96 13,55 | 100
13 Mechanical engineering 2,64 2,02 34,36 0,19 4,79 14,64 0,29 16,9 0,14 2,47 0,50 21,01 | 100
14 Manufacture of office

machinery and data- 1,21 0,74 29,56 - 3,50 29,29 3,55 10,82 - 3,23 - 18,31 | 100

processing machinery
15 Electrical engineering 2,68 0,80 35,05 0,64 6,40 16,22 0,53 14,78 0,01 4,71 0,98 17,18 | 100

16 Manufacture of motor

vehicles, motor-vehicle 2,55 0,19 35,05 0,19 8,27 27,22 0,18 12,78 0,02 1,11 0,61 11,84 | 100
parts and accessoriers

17 Manufacture of other means

of transport 1,92 1,62 14,74 2,32 9,29 26,18 0,50 15,03 - 4,73 2,55 23,12 (100
18 Manufacture of rubber
products 1,35 0,35 25,03 0,59 15,06 20,27 0,51 19,14 0,62 1,26 1,23 14,77 ]100
19 Precision engineering,
optics and the 1ike 0,59 1,36 46,47 0,13 1,61 11,97 2,02 15,24 0,05 3,00 - 17,56 | 100
20 Food, drink and tobacco 3,28 2,23 20,75 1,78 11,16 20,77 2.05 15,61 0,10 4,99 1,53 15,75 |100
industry
I Consumer goods 3,05 1,59 24,20 1,36 9,88 20,21 1,30 19,42 0,07 3,51 1,29 14,13 {100
11 Investment goods 1,40 1,54 31,97 0,66 5,74 17,29 0,72 14,44 0,07 4,67 0,92 20,62 |100
111 Intermediate goods 3,72 0,77 23,30 1,83 9,11 16,71 0,63 18,88 0,25 4,54 1,77 19,38 {100

Industry as a whole 2,97 1,26 26,29 1,26 8,93 18,45 0,87 19,50 0,16 3,36 1,47 15,46 100







_45_

Annex

(I1) Graphs on perceived importance of internal
market barriers by country and company size class
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Graph 1 A: Perceived importance of internal market barriers
EUROPEAN COMMUNITY/EUR 12
by company size class; total industry
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a) The coefficient ranks responses from 0 (all companies consider a particular
reason to be of little or no importance) to 100 (all comoanies consider

a particular reason te be very important).
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Graph 1 B: Perceived importance of internal market barriers

Coeff. of importance a)

Belgium/B

by company size class; total industry
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The coefficient ranks responses from 0 (all companies consider a particular
reason to be of little or no importance) to 100 (all comoanies consider
a particular reason te be very important).



Graph 1 C: Perceived importance of internal market barriers
Denmark / DK

by company size class; total industry
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a) The coefficient ranks responses from O (all companies consider a particular
reason to be of Tittle or no importance) to 100 (all companies consider
a particular reason te be very important).



Graph 1 D: Perceived importance of internal market barriers
Germany / D

by company size class; total industry
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a) The coefficient ranks responses from 0 (all companies consider a particular
reason to be of little or no importance) to 100 (all companies consider
a particular reason te be very important).



Graph 1 E: Perceived importance of internal market barriers
Greece / GR

by company size class; total industry
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reason to be of little or no importance) to 100 (all companies consider
a particular reason te be very important).



Graph 1 F: Perceived importance of internal market barriers
Spain / E

by company size class; total industry

W <o B 50-199 B 200-499 500-999 [J 1000

Coeff. of importance a)

80

70

60

50

40

30

20

10 .|

Standards,  Public purchase Admin.bar.  Frontier delays, Diff. VAT, excise  Transport Capital market Implement. of EC
techn. requl. {customs) costs taxes regulations restric. law

a) The coefficient ranks responses from 0 (all companies consider a particular
reason to be of Tittle or no importance) to 100 (all companies consider
a particular reason te be very important).



Graph 1 ¢: Perceived importance of internal market barriers

France / F

by company size class; total industry

. a - - % -
Cosft. of importance ) [P BIso-100 B 200-409 Ed500-999 [I>1000

60 T
55 4
50 -*
45
40 o
35
30 A
25
20 -

15 +

10

i q
L4 | L
Standards, Public purchase Admin.barr.  Frontier delays, Diff. VAT, excise Transport Capital market Implement. of EC
techn. requl. {customs) costs taxes reguiations restric. law

L
L]

a) The coefficient ranks responses from O (all companies consider a particular
reason to be of little or no importance) to 100 (all companies consider
a particular reason te be very important).
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Graph 1 H: Perceived importance of internal market barriers
Ireland / IRL

by company size class; total industry
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reason to be of Tittle or no importance) to 100 (all companies consider
a particular reason te be very important).



Graph 1 I: Perceived importance of internal market barriers
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Graph 1 K: Perceived importance of internal market barriers
Netherlands / NL

by company size class; total industry
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Graph 1 L: Perceived importance of internal market barriers
Portugal / P

by company size class; total industry
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Graph 1 M: Perceived importance of internal market barriers
United Kingdom / UK

by company size class; total industry
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Annex Part III Tables with detailed survey result

Tables 1  Removal of barriers
‘ (Coefficient of importance)

1. Total industry
1.1.1 Less than 50 persons employed (total industry)
1.1.2 50 to 199 persons employed (total industry)
1.1.3 200 to 499 persons employed (total industry)
1.1.4 500 to 999 persons employed (total industry)
1.1.5 1000 or more persons employed (total industry)
1.2.1 Export share world less than 10 % (total industry)
1.2.2 Export share world 11 to 30 % (total industry)
1.2.3 Export share world 31 % or more (total industry)
1.3.1 Export share EUR-countries less than 10 % (total industry)
1.3.2 Export share EUR-countries 11 to 30 % (total industry)
1.3.3 Export share EUR countries 31 % or more (total industry)
1.4.1 Production or sales activities in other member countries (total industry)
1.4.2 No prodution or sales activities in other member
countries (total industry)
1.5.1 Industrial main groups:
Consumer goods (without food, drink and tobacco industry)
1.5.2 Industrial main groups:
Investment goods
1.5.3 Industrial main groups:
Intermediate goods
1.5.4 Industrial main groups:
Food, drink and tobacco industry
1.6.1 Textile industry
1.6.2 Footware and clothing industry
1.6.3 Timber and wooden furniture industries
1.6.4 Manufacture of paper and paper products, printing
and publishing
1.6.5 Leather and leather goods industry
1.6.6 Processing of plastics
1.6.7 Mineral oil refining
1.6.8 Production and preliminary processing of metals
1.6.9 Manufacture of non-metallic mineral products
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1.6.10 Chemical industry

1.6.11 Man-made fibre industries

1.6.12 Manufacture of metal articles

1.6.13 Mechanical engineering

1.6.14 Manufacture of office machinery and data processing
machinery

1.6.15 Electrical engineering

1.6.16 Manufacture of motor vehicles, motor vehicle parts
and accessories

1.6.17 Manufacture of other means of transport

1.6.18 Manufacture of rubber products

1.6.19 Precision engineering, optics and the like

Tables 2 Cost effects of barriers (same order as in tables 1)

Tables 3 Sales effects of internal market
(same order as tables 1)

Tables 4 General assessment of risks and chances of
internal market
(same order as tables 1)

Tables 5 Access to EC-markets and fields of strateqy
(voluntary questions; same order as in tables 1)

Tables 6 A Removal of barriers
(Coefficient of importance; cross-section tables)

6A/B 1 Differences in national standards and regulations
(technical, safety, environment etc.)

6A1l By country and by size class,export share and
production or sales activities in other member countries

6B 1 By country and by industrial branches
6 A/B 2 Restrictions on open competition for government procurement

6A/B 3 Administrative barriers (excessive customs formalities)
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6A/B 4 Physical frontier delays and costs
6A/B 5 Differences on value added tax (VAT)
and sales taxes

6A/B 6 Regulations of freight transport which increase

transport costs (e.g. quotas)
6A/B 7 Restriction in the capital market (e.g. exchange controls)
6A/B 3 Implementation and application of Community Law

(e.g. too costly and takes too long)






Annex (III)

Tables 1
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